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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

September /, ig2I 



The Index 

NO great change in conditions is evidenced by the 
August movements of curves A and C of our 
Index Chart, representing speculation and banking, 
respectively. The movement of curve C, which we re- 
gard at present as the most significant index of under- 
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are slowly mending is also fairly certain. Our chart 
does not give a definite forecast of a considerable up- 
ward turn of business activity. The latest movements 
recorded by our chart indicate, rather, that the decline 
of wholesale commodity prices has apparently been 
checked and that a fxirther general downward move- 
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INDEX CHART. Tbe items locating curves A, B, and C all refer to complete aUmdar months and the points are plotted in the middle of the spaces allotted to the months. 

Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business: Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking : Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each of the three curves on the Index Chart is obtained by 
averaging a group of statistical series, each group being composed of series 
homogeneous in character; i. e., when corrected for the seasonal influence 
and normal growth, the series of each group move in the same direction (up- 
ward or downward) at the same time. The series were all expressed in com- 
parable units before averages were taken. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. 



lying conditions, was downward last month, reflecting 
slightly decreased interest rates; the decline in actual 
rates was not so pronounced as in July but the seasonal 
correction for August gives our curve the same down- 
ward tendency. The slight rise in curve A, speculation, 
was caused by an increase of 20 per cent in the number 
of shares traded on the New York Stock Exchange dtir- 
ing August, but July sales had amounted to only slightly 
more than half of those during June. New York clear- 
ings decreased 5 per cent and the price of industrial 
stocks 2i per cent. 

That the trough of the business depression was 
reached last May or June now seems clear; and that, 
in spite of the summer dullness, fvindamental conditions 



The persistent decline of curve A and the equally persistent rise of curve 
C, both movements beginning in November 1919, indicated that a decline of 
business activity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
of that year. The existence of the federal reserve system enabled us to avoid 
a financial panic but not a severe industrial depression. 

Since last January curve C, representing money rates, has declined hut 
curve A, representing speculation, has also fallen. The level of money rates, 
high for the present phase of the business cycle, and the depression of security 
prices indicate that there is no prospect of a great change in business condi- 
tions in the immediate future. The slight upward movement in June and July 
of curve B, representing business, indicates that the decline of business, which 
has lasted fourteen months, is at an end. 

ment is not probable. The decline of interest rates, 
since last winter, shown by curve C, indicates an im- 
proved financial situation. The approximate stabili- 
zation of wholesale commodity prices and improved 
financial conditions justify the forecast that business 
activity wiU increase moderately in the fall. 

Speculation 

During August there has been a steady decline in the 
price of industrial securities. Dow, Jones and Com- 
pany's index of 20 industrials dropped to $63.91 on 
August 25; the average for the month was 66.80, 2I per 
cent below that of July. Many industrial stocks have 
reached record lows during the month. Railroad stocks 
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have been affected to a less extent; although they also 
have fallen off, the average price was only slightly less 
than that for July. Bond prices have not held the ad- 
vance made in the first week of the month. 

The number of shares sold on the New York Stock 
Exchange was approximately 11,130,000, a recovery 
after the stagnation of the preceding month. New 
York bank clearings, on the other hand, decreased 5 
per cent from 15,360 mUHon doUars to 14,550 millions. 
The usual decrease from July to August is 6 per cent. 
The current figure for August is the lowest for that 
month since 1916. 

Business 

The last weeks of August have brought, in the midst 
of the general business depression, certain signs of im- 
provement, especially in those lines of trade which 
have held up best during recent months. In cotton 
goods there appears to be an expanding market at in- 
creased prices, and these conditions and a short crop 
have recently resulted in increased prices for cotton. 
Retiu-ns indicate that soft coal production during 
August will be larger than during July, and demand 
shows signs of betterment. Although the prices of 
several steel products show declines, increased activity 
following the very low production of the past two 
months is in evidence. There has been expansion in 
the purchase of fabricated steel, and it is reported that 
the rate of steel ingot production at certain important 
plants has been slightly greater during the third week 
in August. Copper, on the other hand, shows no im- 
provement. Railway car loadings for the week of 
August 13 were the highest registered since last De- 
cember; the number of cars loaded during the six weeks 
Jxoly 3-August 13, however, was only 83 per cent of the 
number loaded in the corresponding period in 1920 and 
87 per cent of that in 1919. The weekly figures for 1921 
indicate substantial increase of traffic since last spring 
and winter. The American Railroad Association re- 
ports a continuous decrease in the average of surplus 
cars from 415,901 in the middle of July to 320,288 in 
the middle of August. 

Business sentiment has become shghtly more opti- 
mistic, the change being due to the belief that the 
worst is over, but it also reflects the expectation of 
increased buying with the coming of cooler weather 
and the marketing of crops. The com crop is good, 
with low prices, while the cotton crop is short, with 
rising prices. The wheat crop of the northern hemi- 
sphere is reported to be only slightly below normal; 
that of France is reported good, despite the drought. 
Export demand for cattle, the price of which has risen 
dxuring the past two months, continues good. Liquida- 



tion among the farmers, on the other hand, has not 
been rapid, and the generally low price of agricultural 
products may restrict buying. The canneries have 
considerably curtailed operations, thus narrowing the 
market of the farmer for certain products. 

It is reported that stocks of goods on dealers' shelves 
are not large, and that buying is at present on a hand- 
to-mouth basis. With such a condition, increased 
purchases woiold quickly react to stimulate production. 

Banking 

Although interest rates remain high, there has been 
a slight falling off in the average rate for August as 
compared Avith that of July. This movement has taken 
place at a time when interest rates are usually in- 
creasing. Commercial paper rates are at present 6 to 
6i per cent. Call rates, at 6 per cent during the first 
three weeks of the month, have fallen to 4^ per cent 
in the last week. 

The position of the federal reserve system continues 
to grow stronger. Important items of the last report 
of the Federal Reserve Board foUow, compared with 
the same items at the time of greatest expansion: 

Combined Federal Reserve Banks 
{In millions of dollars) 



Per- 
centage 
change 



Total earning assets 

Total bills on hand 

F. R. notes in actual circu- 
lation 

Reserve ratio 

Excess reserves 



Maximum 


August 17, 
1921 


Amount 


Date C1920) 


3,422 
3,127 


Oct. IS 
Nov. s 


1,769 
1,531 


3,40s 


Dec. 23 


2,486 


Mr 
42.2% 
201 


NIMtJM 

May 14 
May 14 


66.5%* 
1,186 



-48.3 

-Sx.i 



-2?. 2 



Reporting Member Banks 
{In millions of dollars) 





Maximum 










August 17, 


Per- 












Amount 


Date {1920) 




change 


Loans and investments f . . . 


17,284 


Oct. IS 


14,843 


-I4.I 


Aggregate deposits 


14,600 


Jan. 16 


13,080 


— 10.4 


Bills payable and bills redis- 










counted with F. R. banks 


2,278 


Nov. s 


979 


-S7-0 


Ratio of accommodations at 










F. R. banks to loans and 










investments 


13-5% 


Nov. s 


6.6% 









* Computed on revised basis. 

t Including bills rediscounted with federal reserve bank. 
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